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The Incidence of Local Taxation. 1 

BY PROF. EDWIN R. A. SELIGMAN OF COLUMBIA COLLEGE. 

There have been at least six different theories of 
the incidence of taxation in general. These are the 
Physiocratic theory, the absolute theory, the opti- 
mistic or diffusion theory, the capitalization theory, 
the negative theory, the eclectic theory. We limit 
ourself here to the discussion of the incidence of the 
local property tax, and in especial to its most import- 
ant element — the real estate tax. 

First as to the rural land-owner. It is well known 
that personal property escapes taxation very largely 
in the cities, whereas in the country districts the tax 
is in reality a general property tax. The farmer thus 
bears an undue part of the burdens. 

The force of this contention is sought to be weak- 
ened by the doctrine that the tax on the farmer's 
property is diffused throughout the community, and 
that the tax will be shifted from the producer to the 
consumer. Even if this were true it would be a tax 
on consumption, that is on expense — and of all bases 
of taxation expenditure is the least equitable. 

'This paper, much expanded, will form part of a study on the 
incidence of taxation in general, soon to be published. 
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But in reality there is no such shifting. The tax 
on the rural land-owner will tend to stay where it is 
put. 

Theoretically there may be five kinds of land taxes: 

1. Tax on economic rent. 

2. Tax on profits from agriculture. 

3. Tax according to net produce. 

4. Tax according to quantity. 

5. Tax according to selling value. 

A tax on economic rent can never be shifted. Here 
all writers are agreed. As regards the other taxes 
Bicardo maintained that a tax on the value of land, 
or on produce, will raise prices and fall on the con- 
sumer. Ricardo's theory would hold good on two 
conditions: First, that there was an absolute mo- 
bility of capital and labor; and, secondly, that the 
community in question was an isolated one. It is 
assumed that the farmers will abandon the land 
rather than cultivate it at a loss, and that a de- 
crease of supply will raise price. Now it may 
happen that an increase of price will often lead to 
a decrease of consumption, which again will react 
on the price, — so that at best only a part and not 
the whole of the tax would be shifted to the con- 
sumer. But in actual life it is a difficult matter for 
producers to decrease the supply of agricultural pro- 
ducts. The tax_would often simply have the influ- 
ence of reducing the farmer's profits. Furthermore, 
the market value of produce is often fixed by the 
conditions of production in widely separated locali- 
ties or countries. The Western farmer will not get 
a whit more for his wheat, the price of which is 
fixed in Liverpool by the conditions of production in 
countries thousands of miles distant, if his taxes are 
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doubled. The rural land-owner will in general bear 
most of the tax. 

In the case of cities we may have four cases — 

1. The tax may be levied on the ground-owner 
alone. 

2. The tax may be levied on the house-owner, as 
is the case in some European countries. 

3. The tax may be levied on the ground-owner, 
who is at the same time the house-owner, as in the 
real estate tax of America. 

4. The tax may be levied on the occupier, as in 
England. 

1. When the tax is levied on the ground-owner the 
case is simple. The value of a lot is fixed by the 
law of monopoly value. Its price will be entirely 
unaffected by the imposition of a tax. Whether the 
demand for the site increase, diminish or remain sta- 
tionary, the ground-owner will simply get less net 
rent because of the tax. A tax on the owner of the 
soil or on ground-rents, when levied on the owner, 
cannot be shifted. 

2. The tax may be levied on the house-owner, apart 
from the question whether or not he is the land- 
owner. Buildings represent the investment of capi- 
tal and labor. A special tax imposed on the build- 
ing-owner can therefore generally be shifted. Other- 
wise the builders' profits would be reduced below the 
customary level. The result would be a cessation of 
building operations, a consequent scarcity of houses, 
and a gradual increase in the rent or value of existing 
houses. 

A. distinction must, however, be drawn between 
houses already constructed and those built after the 
tax is imposed. In exceptional cases the tax imposed 
6 
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on old houses cannot be shifted. If a town, or a por- 
tion of a town is decaying in desirability, owners of 
existing houses cannot shift the tax, — not on the 
ground-owner, because since the structure is already 
there, there is no reason why the ground-owner 
should forego any portion of his rent. Again, the 
house-owner cannot shift the tax to the occupier, 
because there is no increase in the demand. These, 
however, are exceptional cases. Normally the tax 
will be shifted. 

On whom will it be shifted? It will be shifted on 
the land-owner only in case the taxes are so extraor- 
dinarily high that the building-owner will prefer to 
abandon the house entirely rather than to renew the 
lease. In all other cases, however, the tax will be 
shifted to the tenant. 

The whole argument thus far holds good only 
when the house tax is a special tax. As soon as 
other forms of capital, or other profits are also taxed, 
the tax will always rest on the original payer, i. e., 
the house-owner. 

3. The tax is levied on the ground-owner, who is 
at the same time the house-owner. We need here 
only combine the two preceding cases. The inci- 
dence of the real estate tax in American cities de- 
pends partly on the relative value of the house and 
the lot, partly on the actual existence of a general 
property tax, partly on the peculiar circumstances of 
the particular piece of property. Our conclusion is, 
that while the real estate tax falls on the owner in 
case of stationary or declining populations, by all 
means the larger part of the tax is shifted on the 
tenant in the normal case of prosperous towns or city 
districts, under the present administration of our 
property tax. 
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4. The tax is assessed on the occupier according 
to rental value. It is generally supposed that the 
ground rent part of the tax will be shifted to the 
ground-owner. But this is not always true, for three 
reasons: 1. The ground rent may be so low and the 
rent so high that the builders cannot afford to erect 
any more houses. This means an increase of the 
rents. 2. In the course of long leases any interven- 
ing increase must rest on the occupier. He cannot 
improve his condition until the expiration of the 
lease. 3. But even in the case of short leases, it is 
not true that the tax can always be shifted. If 
the competition for lodgings be such that the 
rent is $200, the occupier who has been paying $10 
as the ground tax proportion of the whole tax will 
not pay any less rent for the premises if his tax is 
increased to $15. It might, indeed, cause the tenant 
to live in a less desirable locality; i. e., lower his 
standard of life. The occupier could evade the tax, 
but he could not shift it. Conversely he will not 
have to pay more rent if his taxes are reduced. Thus 
even in short leases, except in cases of suddenly in- 
creased demand, the tax will frequently fall, to some 
extent, at least, on the tenant. 

As regards the house-rent part of the tax, it will, 
in normal cases, be borne by the occupier ; at all 
events in so far as the rate is uniform on all the 
house? concerned ; so that by far the larger part of 
the local tax falls on the tenant. The English sys- 
tem, with the exemption of the ground-owner from 
special assessments, and its casting almost the whole 
burden on the occupier, is of all systems of direct 
local taxation perhaps the least equitable. 
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Discussion. 

Professor Taussig: I am sure we must all regret 
the brevity of the presentation of Professor Selig- 
man's paper, and personally I regret it the more 
because I was unable to make out clearly what was 
Professor Seligman's final conclusion, namely, the 
incidence of that part of the ordinary taxation in 
American cities upon ground rent, the value of the 
lot per se. My main object at present is to get per- 
haps a more explicit statement than I was able to 
get, asking what Professor Seligman's opinion is. 

Professor Seligman: I regret very much that I was 
not able to make my meaning clear. I maintain, 
with all writers upon the topic in question, that a tax 
on ground rents, if assessed on the owner of the 
ground, must inevitably fall upon him. A tax upon 
ground rents cannot possibly be shifted. 

Mr. Shearman: I am sorry that Professor Selig- 
man did not read that part of his paper on the inci- 
dence of taxation in the English system. I would 
like to ask him whether his analysis of that subject 
satisfied him that it is true that, in the long run, the 
tax on ground rent does not fall upon the owner, 
even under the English system. I am quite aware 
that there are very long leases in use under the 
English system, and I quite understand Professor 
Seligman's idea that no one does calculate what will 
be the amount of tax laid upon the property during 
all that period. But is he satisfied that, in conse- 
quence of the existence of these long leases, the land- 
owners are able, to any material extent, in the long 
run and on the average, to shift the burden of taxa- 
tion upon ground values to the tenants? 



Studies of Taxation. 85 

Professor Seligman: I do not think Mr. Shearman 
put the case quite exactly. In England the tax is 
not assessed upon the owner, but upon the occupier, 
and it is a question as to whether the occupier is 
able to shift the tax upon the ground-owner. Of 
course the occupier has an opportunity to shift the 
tax upon the ground-owner at the end of a lease, but 
that will not help the occupier at any particular 
time. A great many cases do occur, and must occur, 
where the occupier is unable to shift the tax upon 
the ground-owner. 

Mr. Peters: As the system is a permanent one in 
England, is not that taken into consideration in every 
lease or every rental, just as it would be at the expi- 
ration of the long lease that has been spoken of? If 
the system came newly into force, and were only 
understood to be temporary, I could understand how 
the effect described by Professor Seligman would be 
the real effect, but it seems to me that when the 
system is a permanent one, it must have its effect 
upon the system of rental. 



Direct Taxes as a Source of Early Federal 
Revenue. 

BY DR. ROLAND P. FALKNER OF THE UNIVERSITY OF PENNSYLVANIA. 

L Read by Title.] 



Under the constitution the Federal government 
cannot impose direct taxes on the people without ap- 
portioning them among the States on the basis of 
the population. Since, except in a perfectly homo- 
geneous population, numbers cannot be a measure of 



